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CREDIT AND MONETARY EXPANSION IN 1954
Demand deposits and currency held by
individuals and businesses increased about
3 per cent in 1954, more than twice as much
as in 1953. After declining about the usual
seasonal amount early in the year, demand
deposits increased sharply after midyear.
Currency outside banks declined slightly
over the year. Time deposits and other
forms of liquid savings continued the rapid
expansion of recent years until the last
quarter of 1954 when the rate of growth
slowed down somewhat.
Throughout 1954 credit was readily avail-
able on terms attractive to borrowers, and
demand for many types of credit continued
to grow. Total loans and investments of
commercial banks increased more than in
any other postwar year. Banks increased
their United States Government security
portfolios nearly 10 per cent and also made
substantial additions to their holdings of
State and local government securities and
real estate loans.
To cushion defense and inventory read-
justments and to foster revival and sustained
economic growth, the Federal Reserve until
late 1954 followed a policy of actively pro-
moting credit ease. Reserves made avail-
able by the usual seasonal inflow of currency
and contraction of demand deposits in the
early months of the year were not completely
absorbed by Federal Reserve action, and
Federal Reserve Bank discount rates were
reduced twice, in February and again in mid-
spring. Additional reserves were made
available through Federal Reserve purchases
of Government securities in May and early
June and through reduction in reserve re-
quirements on demand and time deposits of
all member banks during the summer. To
prevent excess reserves from becoming un-
duly large temporarily as a result of the
latter action, the Federal Reserve reduced
its holdings of Treasury bills during July
and August. Thereafter, it made purchases
in order to provide for seasonal expansion
in credit and currency needs and to promote
revival of business activity.
Late in the year economic recovery became
quite marked, credit demands were consid-
erably larger, and a less aggressive credit-
easing policy was followed by the Fed-
eral Reserve. As a result, beginning in late
November and continuing into early 1955,
excess reserves of member banks were
smaller, and their borrowing from Reserve
Banks larger, than during most of 1954.
Interest rates declined sharply early in
1954. After the first quarter yields on most
intermediate- and long-term securities tended
to stabilize, while those on prime short-term
open market paper and on Treasury bills
continued to decline into the summer.
Yields on nearly all types of securities, but
particularly Treasury bills, showed firming
tendencies during the second half of the
year. The rise in interest rates continued in
early 1955.
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BANK LOANS AND INVESTMENTS
The rise in total outstanding bank credit
in 1954 was close to 11 billion dollars, or
more than 7 per cent. More than half of the
increase was in bank holdings of United
States Government securities, as shown in
the accompanying table. The remainder,
was distributed among holdings of State
and local government securities, real estate
mortgages, and agricultural, security, and
other loans.
LOANS AND INVESTMENTS OF COMMERCIAL BANKS
fin billions of dollars!
BANK LOANS AND INVESTMENTS
ALL COMMERCIAL BANKS
Billions of dollars
Tvpe of loan or
investment
Loans and investments, total..


























































NOTE.—Data exclude interbank loans. Total loans are after,
and types of loans before, deductions for valuation reserves.
Consumer and "other" loans are partly estimated for all dates.
Details may not add to totals because of rounding.
The upswing in business activity after mid-
year resulted in a marked expansion of bank
credit to borrowers other than the United
States Government in November and De-
cember, as the chart shows. In early 1955 the
decline in loans was much less than in early
1954 when there were large repayments of
borrowing associated with the excess profits
tax which expired on December 31, 1953.
Banks purchased a large volume of Federal
National Mortgage Association notes issued
in January, but reduced their holdings of
United States Government and other securi-
ties, undoubtedly in large part because of
less easy credit conditions. In January 1954

























NOTE.—Figures are partly estimated. Data exclude inter-
bank loans. Loans on U. S. Government securities are those
of weekly reporting banks in New York City and Chicago.
Data are for last Wednesday of month except for June and
December call dates. Figures for last half of 1954* are pre-
liminary.
Investments. In 1954 available reserve
funds continued to be in excess of require-
ments to support private needs for credit,
and banks increased their United States Gov-
ernment security portfolios 6 billion dollars
or nearly 10 per cent. The largest per-
centage increases occurred at New York City
banks, where outstanding loans declined,
and the smallest at banks outside leading
cities, where loan demands were well sus-
tained during most of the year.
Banks began to acquire Government se-
curities in April and continued such acqui-
sitions through October. Holdings declined
about 3 billion dollars during the first quar-
ter, in part reflecting retirement of tax antici-
pation certificates by the Treasury. Acqui-
sitions were particularly heavy in May,
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August, and October when the Treasury
sold new securities for cash. As private
credit demand strengthened in November
and December, banks reduced their holdings
somewhat.
The Government securities acquired by
banks over the year, directly or indirectly,
came largely from nonfinancial corporations,
life insurance companies, mutual savings
banks, and individuals. Net cash borrow-
ing by the Treasury amounted to less than
1 billion dollars and holdings of the Federal
Reserve Banks decreased by about the same
amount. Thus commercial bank purchases
of Government securities indirectly pro-
vided a part of the large supply of funds
made available to private borrowers by other
lending institutions in 1954, and thereby
contributed to the expansion in investment
activity that figured so prominently in eco-
nomic recovery.
OWNERSHIP OF TIIV. UNITED STATES GOVERNMENT DF.BT






































































1 Less than 50 million dollars.
NOTE.—Includes matured and noninterest-bearing debt, guar-
anteed securities, special issues to Government accounts, and also
increases in debt reflecting the crediting of interest on savings bonds.
Changes in total debt differ from net cash borrowing, quoted in the
text, which amounted to 0.9 billion dollars in 1.954, 4.6 billion in
1953, and 3.4 billion in 1952. Details may not add to totals
because of rounding.
Differences in figures for commercial banks compared to those
in table on page 108 result largely from the use here of par value
data. Changes for Federal Reserve differ from those in the table
on page 112 because changes here, are based on end-of-year figures.
The maturity distribution of bank port
folios of United States Government securi-
ties lengthened substantially in 1954, reflect-
ing in large part intermediate-term Treasury
offerings during the year. Holdings of cer-
tificates declined about 5 billion dollars as
a large volume of these securities was retired.
In major refundings during February, Au-
gust, and December, banks exchanged about
16 billion dollars of maturing issues for
bonds with 6-9 year maturities. Bank hold-
ings of Treasury notes, particularly 3-5 year
maturities, were also increased substantially
over the year through refundings and cash
purchases. Holdings of Treasury bills rose
only slightly, but there was some shifting
among classes of banks; central reserve city
banks reduced their bill portfolios while re-
serve city and country banks increased theirs.
Commercial banks also supplied a sub-
stantial volume of investment funds through
purchases of State and local government se-
curities. The increase in their holdings ex-
ceeded 1.5 billion dollars—about three times
the increase during 1953—and accounted for
about one-third of the net increase in the
outstanding volume of such securities over
the year.
Loans. Total loans of commercial banks
rose more than 3 billion dollars in 1954,
about the same as in 1953. A sharp ex-
pansion in the final quarter more than offset
an earlier cumulative decline. Active de-
mand for most types of bank loans was evi-
dent late in the year.
Among the various types of loans, business
loans rose substantially in late 1954 whereas
in the same period of 1953 they had declined.
Nevertheless, the increase did not offset
earlier reductions and these loans declined
slightly over the year. The strength of the
business loan demand late in the year varied
with the nature of the borrower's business.
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New borrowing by some industries with ris-
ing seasonal requirements during this period,
such as food processors and commodity
dealers, was larger in 1954 than in 1953.
Constructions loans also rose, although us-
ually they decline during the fall and winter.
The prolonged liquidation of outstanding
loans by metals manufacturers tapered off
and that by sales finance companies was re-
versed. Although outstanding public utility
loans declined more in late 1954 than in late
1953, the reduction probably represented a
substitution of long-term borrowing for
bank loans and not a decline in the total
demand for funds from this industry.
Real estate loans of commercial banks in-
creased 1.7 billion dollars in 1954. They
rose rapidly in the last half of the year, at
more than twice the rate earlier in the year
and throughout 1953. Consumer loans de-
clined slightly over the year, with reductions
in the first and third quarters and advances
in the spring and late in the year. Loans for
carrying Government and other securities
increased almost a billion dollars, more than
twice as much as in 1953. Agricultural loans
increased much less than in 1953. Less credit
was extended for the price support activities
of the Commodity Credit Corporation, but
short-term agricultural production loans
changed little after declining in 1953.
DEBT AND EQUITY FINANCING
Funds for all types of debt and equity
financing were available in 1954 from other
lending institutions as well as commercial
banks on terms favorable to borrowers, and
found a large demand. The nature of credit
demand was considerably different from the
preceding year, however, with demand for
long-term credit heavier and that for short-
term credit lighter.
A major part of the increase in total out-
standing credit and capital in 1954 was in
real estate mortgages, the volume of which
increased 12 billion dollars compared to 9.8
billion in 1953. Heavy demand for new
homes and commercial facilities, combined
with an ample supply of funds, resulted in
a record volume of mortgage loans. Savings
and loan associations increased their hold-
ings 4.2 billion dollars, or about 20 per cent,
and life insurance companies and mutual
savings banks, as well as commercial banks,
were also large purchasers.
The net increase in outstanding corporate
bonds and stocks, excluding those of in-
vestment and consumer finance companies,
was substantially larger in 1954 than in 1953.
New offerings exceeded retirements by
about 6.1 billion dollars compared to 5.4
billion in 1953. New issues of consumer
finance companies, however, were down
substantially, and those of investment com-
panies were off slightly.
State and local governments added 5.2
billion dollars to their outstanding debt in
1954 compared to 4.6 billion in 1953. Flota-
tions of revenue issues continued to grow in
importance. Highway construction was the
most important use of borrowed funds, but
amounts for educational and miscellaneous
purposes also grew substantially. The pro-
portion of new funds supplied by com-
mercial banks and other financial institu-
tions increased while that by individual
investors declined.
The outstanding volume of consumer
financing, an important short-term credit
demand, increased only 0.6 billion dollars
over the year compared to 3.7 billion in 1953.
Extensions of instalment credit, after adjust-
ment for seasonal variations, leveled off dur-
ing the first half of 1954 and then rose in the
second half, as a greater proportion of sales
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of autos and other consumer durable goods
was financed with instalment credit. A con-
tinuing high level of repayments dampened
the growth in outstanding credit.
Cash outgo of the Federal Government in
calendar year 1954 exceeded cash receipts by
only 300 million dollars. In view of the
small deficit, net cash borrowing amounted
to less than 1 billion dollars in contrast with
4.6 billion in 1953. Net cash offerings of
marketable securities totaled 12.6 billion
dollars, slightly less than in 1953. These
provided funds for redemption of matur-
ing tax anticipation issues, net redemptions
of nonmarketable savings bonds and notes,
and attrition on refundings, as well as for
the cash deficit and an increase in the cash
balance.
During 1954 the Treasury refunded more
than 50 billion dollars of maturing securi-
ties—nearly 15 billion more than in 1953.
This included the two largest individual
refundings on record in February and De-
cember. By providing advance exchange
offerings on some maturities, the number
of refundings was reduced to one in each
quarter. New securities offered both in re-
fundings and for cash were restricted
throughout the year to intermediate and
short maturities that would not interfere
with the flow of funds into long-term pri-
vate investment. There was, nevertheless,
an appreciable reduction in the proportion
of the debt maturing within two years and
an increase in intermediate-term securities.
In early 1955, with construction continu-
ing at boom levels and with other economic
activity showing marked recovery, the
Treasury refunded nearly 2 billion dollars
of maturing bonds with a new forty-year
3 per cent issue, the first long-term Govern-
ment offering since the spring of 1953.
DEPOSITS AND CURRENCY
Monetary expansion was substantially
greater in 1954 than in 1953. Demand de-
posits and currency held by businesses and






1952 1953 1954 1952 1953 1954
NOTK.—Figures arc partly estimated. Demand and time
deposits ai-e for all banks in the United States and are adjusted
to exclude XJ. S. Government and interbank deposits. Demand
deposits are also adjusted to exclude items in process of collec-
tion. Time deposits include deposits in the Postal Savings
System and in mutual saving's banks. Figures are for last
Wednesday of month except for June and December call dates.
Figures for last half of 1954 are preliminary.
compared to 1.5 billion in 1953 and a decline
of 0.5 billion in the 1949 recession year. Ex-
pansion in 1954 was concentrated in the last
half of the year. It reflected a marked in-
crease in demand deposits and some decline
in currency outside banks, as shown in the
above chart.
Demand deposits adjusted declined slightly
more than the usual seasonal amount early
in the year and then rose slightly more than
seasonally in the second quarter. A 9 billion
dollar increase in the last half of the year ex-
ceeded seasonal expansion by about 3 billion
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dollars. The annual rate of growth in this
period was about 6 per cent compared to 4
per cent for the year and 1 per cent for 1953.
The post-holiday return of currency to
banks early in 1954 exceeded the usual sea-
sonal inflow, and followed a smaller than
usual outflow late in 1953. This downward
trend of currency outside banks, after allow-
ance for seasonal movements, continued until
the closing months of the year when it ap-
parently was reversed as economic activity
and consumer spending increased.
Time deposits of businesses and individuals
continued their rapid growth of recent years,
increasing almost 5 billion dollars, somewhat
more than in 1953. Expansion was gener-
ally substantially ahead of that in 1953 until
autumn, when it tended to slow down.
Turnover of demand deposits was gen-
erally slightly faster in 1954 than in the pre-
vious year, rising from 18.9 times to 19.2
times for banks outside financial centers.
Turnover in New York City, however, was
up substantially, reflecting in large part in-
creased activity in the securities markets.
BANK RESERVE POSITIONS
For 1954 as a whole, the reserves needed
by member banks to back deposit expansion
amounted to about 900 million dollars, which
was considerably less than the 1.6 billion dol-
lar reduction in reserve requirements during
the summer. Thus, total required reserves
were reduced about 700 million dollars. A
decrease in currency supplied reserves ap-
proximately equal to the drain resulting from
a decrease in the country's gold stock. Re-
flecting the net reduction in required re-
serves, Reserve Bank holdings of Govern-
ment securities declined 700 million dollars
and banks were able to meet credit and mon-
etary demands from both private and gov-
CHANGI.S IN MEMBER BANK RKSIZRVES WITH RELATED FACTORS
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Other factors
Federal Reserve loans and in-
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1 Less than 50 million dollars.
NOTE.—Details may not add to totals because of rounding.
ernment borrowers without increasing their
debt to the Reserve Banks.
In December free reserves—that is, excess
reserves less discounts and advances to mem-
ber banks—though somewhat larger than
a year earlier, were smaller than in the sum-
mer and fall months. After the turn of the
year they declined further.
Bank reserve positions eased in the first
four months of 1954, as shown in the ac-
companying table. A large seasonal cur-
rency inflow, together with a seasonal decline
in deposits and required reserves, released
substantially more reserve funds than were
absorbed, largely by Federal Reserve sales
and redemptions of Treasury bills and some
reduction in float. Member banks reduced
their borrowing from Reserve Banks 300
million dollars and increased their excess
reserves 100 million. Free reserves rose to
an average of more than 600 million dollars
in April.
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The reserve position continued to ease
through August. Reserves were made avail-
able through open market purchases by the
Federal Reserve in May and early June, and
through a reduction in reserve requirements
on demand and time deposits during the pe-
riod June 16-August 1. In order to prevent
excess reserves from becoming unduly large
temporarily in July and August, the Federal




1952 1953 1954 '55
NOTE.—Data are monthly averages of daily figures.
Reserve sold in the open market or redeemed
Treasury bills. Thereafter, it supplied re-
serves through open market purchases in
order to meet fall needs for growth in re-
quired reserves and currency as well as to
facilitate business recovery. Free reserves
reached about 700 million dollars in June
and fluctuated around that level until late
in the year. Member bank borrowing re-
mained small until late in the year.
Bank reserve positions were somewhat less
easy in late November and December. Re-
serve funds from System purchases of Treas-
ury bills in the market and under repurchase
agreements with dealers, and from the year-
end expansion of float, fell somewhat short
of the amounts needed for a larger-than-
usual growth in required reserves and cur-
rency in circulation. Banks found it neces-
sary to reduce excess reserves somewhat and
to increase their borrowing from Reserve
Banks. Free reserves declined to below 500
million dollars on the average.
In January and early February 1955, mem-
ber bank borrowings increased somewhat
further and free reserves declined to an
average level of about 350 million dollars.
Reserve funds absorbed through Federal
Reserve sales and redemptions of United
States Government securities and the post-
holiday reduction in Reserve Bank float
were somewhat greater than those supplied
to banks through the seasonal inflow of
currency and decline in required reserves.
INTEREST RATES
Interest rates declined sharply in the early
part of 1954, continuing the downward trend
that began in mid-1953. The decline re-
flected the large volume of funds available
as well as some diminution of credit
demand, particularly for short-term funds,
The supply of funds reflected easy bank re-
serve positions and also a flow of savings
into life insurance, savings and loan shares,
and other institutional channels in unpre-
cedented volume for the postwar period.
During the closing months of the year,
most interest rates moved higher and they
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MONEY RATES




1952 1953 1954 '55
NOTE.—Treasury bill rates are market rates on longest bills.
Yields on long-term U. S. Governments exclude 3)4 per cent
bonds of 1978-83, issued May 1, 1953. Corporate Aaa rates
are from Moody's Investors Service; high-grade municipals,
and Poor's Corporation. Discount rate is for from Standard and Poor's Corpon
the Federal Reserve Bank of New York.
for week ending February 4.
Latest figures are
continued to rise in early 1955. Demand for
both long- and short-term credit strength-
ened and the increase in savings slackened
somewhat. The Treasury, which had re-
tired debt in the first half of the year, again
borrowed extensively. After late Novem-
ber bank reserve positions became less easy.
The Treasury bill rate showed the sharpest
decline during the first half of the year and
the sharpest rise during the last half. At its
June low, 0.61 per cent, the rate was only
about one-fourth of the mid-1953 high and
the lowest since mid-1947, when the Reserve
Banks discontinued buying bills at a posted
rate of % of 1 per cent. The sharp ad-
vance during midsummer reflected in part
a technical market reaction from the previous
sharp drop and in part some tightening in
the money centers as a result of a temporary
maldistribution of bank reserves. There-
after, the bill rate remained around 1.00 per
cent until late November and December.
During the last half of December and Janu-
ary, the rate averaged about the same as in
January 1954. By early February Treasury
bill rates declined somewhat, reflecting a
substantial demand for bills from nonbank
sources, related in part to shifts in funds
in connection with the large Treasury re-
funding operation. Banks, experiencing
pressure on their reserve positions, sold bills.
Yields on corporate and United States
Government bonds declined steadily dur-
ing the first quarter of 1954 to around 2.85
per cent for high-grade corporate issues and
just under 2.50 per cent for Government
bonds. During the latter part of the year
and early 1955, increases were slight for high-
grade corporate bonds but somewhat greater
for United States Government bonds. High-
grade municipal yields also declined steadily
during the first quarter, then rose in the sec-
ond quarter as new offerings reached an
unprecedented volume and inventories of
unsold issues accumulated at investment
banking houses. Municipal yields declined
again during the summer, but at their low
in August were still substantially above
early 1952 levels. During the remainder
of the year and in early 1955, yields on
municipal securities generally moved up-
ward, reflecting mainly the continuing large
supply of new offerings.
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